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ECO-EI TE PROTECT-A-POOL™ 
golden kraft bubble mailer above ground pool fence 


From its beginning, the Polyair name has stood for quality and 
dependability. Our continued success is a result of experience 


and our ability to respond to the constantly changing market. 


The year 2000 was exceptional for Polyair as we showed strong and consistent growth in reve- 
nues and cash flow for both segments of our business. We attribute this success to broadened 
product offerings and increased sales across existing product lines. In addition we expanded 
our geographic markets and widened sales to new channels of distribution. 

We attained sales of U.S. $105.0 million, a 25.8% growth over our previous year's results. Our 
net after tax profit increased significantly by 32.2% to $3.1 million. | am proud to state that our 
sales CAGR (cumulative growth) over the last five years averaged 20.6% and our EBITDA (earn- 
ings before interest, taxes and depreciation) over the same period equated to 35.2%. 

Polyair has generated strong internal growth through $32 million of strategic investments 
in existing and new manufacturing facilities from 1996 through fiscal year 2000. This was done 
in order to increase capacity, to vertically integrate the manufacturing process, and to expand 
its geographic presence. The company, through acquisitions, has increased its capability to 
deliver product to its customers on a “Just-In-Time” basis. This past year, the purchase of the 
assets of Accent Packaging secured our ability to meet the demands of the ever growing 
retail sector in key market areas. 

Polyair and Cantar are established names in both the packaging and pool industries across 
North America. We offer our customers superior product, a dedicated and experienced man- 
agement team and staff and most importantly, unsurpassed customer service. We know that 
this is what provides the company with a solid base and our excellent reputation. It is with this 
in mind that | congratulate all of Polyair’s employees for their continued dedication and enthu- 
siasm. With all of our combined efforts, 2001 will be a continuation of our success story. On 
behalf of our more than 800 employees, Officers and Directors, | want to thank all Shareholders 
for your continued support. We believe that our strategy combined with an eventual sector 
shift back to small cap industrial stocks will allow our Shareholders to enjoy capital growth with 


Polyair Inter Pack. 


Henry Schnurbach 


PRESIDENT AND CHIEF EXECUTIVE OFFICER 
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SALES SALES 


PACKAGING POOL 
PRODUCTS PRODUCTS 


Packaging Products Profile 


Pool Products Profile 


INNOVATIVE PACKAGING SOLUTIONS 


Durabubble® Packaging Bubble 
Handi-Pak Bubble Dispensers 
Durabubble™ Laminations 
Flexfoil® Reflective Insulation 
E-Z Seal Bubble Pouches 


Starfoam® Polyethylene Foam 


Lamifoam® 

Lamifilm Bags® 

Starnet® 

Adhesive Duramask™ and Adhesive Starmask™ 
Cohesive Durabond™ and Cohesive Starbond™ 
Ecolite® Bubble Lined Mailing Bags 

Fastpak® 

eCom Mailer™ Bubble Lined Courier Bag 
AirSpace® 

TotalFoam™ 

Flexotherm™ Reflective Vapour Barrier 
Box-A-Bubble® 

Durakraft Laminate 

Endurabubble”™ Tri-Web 

Anti-Static Shielding 

Starkraft™ Laminate 

Starmover® Ventilated Laminate 

Decolite 

Padded Bags 


AIRSPACE® SYSTEM AIRSPACE® PILLOWS 


pillow packaging protective cushioning 


However it gets from point A to point B, it's what's inside a 


package that counts most. Businesses and people need to 


know that their materials will arrive safely at their destinations. 


That's the value of Polyair packaging products. 


Polyair’s Packaging Group's revenues increased by 32.3% in the year 2000 over the prior year. 
This exceptional growth relative to the overall packaging industry reflects our diversified cus- 
tomer base, geographic expansion, product innovation and experienced sales force. 

Future growth for our packaging business will be generated by further expanding the cus- 
tomer base, opening of new plants in developing industrial markets, the ability to design inno- 
vative products, and the strategic acquisition of companies with complementary product lines. 

The acquisition of Beco Products and the growth of Polyair's subsidiary PSC Moulding 
Corporation has expanded our presence in the construction insulation market and lays the 
foundation for further growth in this area. 

Polyair's creative sales force together with our talented product development, customer ser- 
vice and manufacturing groups will continue to make inroads in sectors of the marketplace that 
depend highly on the protective packaging abilities of our products. These opportunities are 
immense and are evident with the company’s growth in sales in the automotive, telecommuni- 


cation, retail and e-commerce sectors of today’s business environment. 
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POOL PRODUCTS PROFILE 


Aqua Cover® Solar Blankets 

Aqua Cover® Solar Blanket Reel Systems 
Aqua Foam?® Polyethylene Wall Lining Foam 
Molly Brown® Floatation Cushions 

Aqua Cover® Leaf Nets 

Aqua Cover® Winter Covers 

Aqua Cover® Water Tubes 

Aqua Liner® Vinyl Liners 

Secur-A-Pool® Safety Cover Systems 
Secur&Clean® Solid Pool Protection Systems 
Protect-A-Pool® Above Ground Fencing 
Protect-A-Pool” In-Ground Removable Safety Fence 
Summer Fun® Above Ground Pools 
Recreational Products 

Sure Set® Concrete Curing Blankets 
Construction Tarpaulins 

Secur-A-Matic® Automatic Safety Cover 


SECUR-A-MATIC® MOLLY BROWN® 
automatic safety cover floatation cushions 


Polyair is more than packaging. Our Cantar Pool 
Division has earned an excellent reputation for marketing 


and manufacturing a wide range of quality products. 


Polyair’s Cantar Pool Division manufactures the most diverse line of pool accessories in North 
America. Several of our most popular products, such as solar blankets, winter covers, and viny| 
liners, have a finite useful life and require replacement every three to ten years. Other product 
lines appeal to the growing market for safety related swimming pool items, such as safety cov- 
ers and safety pool fence. These factors, combined with the universal growth of the industry 
contributed to an increased demand for Cantar’s pool accessories. 

The Cantar Division continues to diversify and add product lines such as safety pool fencing, 
electric automatic pool covers, and alternate solar blanket removal systems. Industry trends 
indicate that the market for safety products is accelerating faster than the industry at large and 
our company endeavors to take advantage of this increased demand. 

A very talented and strategic group of individuals leads our experienced sales and market- 
ing units. With our professional sales force consisting of polished industry veterans, we expect 
to maintain a dominant share in the market. Cantar also has the ability to deliver more prod- 
ucts to more customers than many of our competitors. Cantar’s customer base understands our 
capabilities, and therefore we are the supplier of choice to many of the largest wholesale dis- 


tributors, professional pool dealers, and catalog houses in North America. 
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eCOM MAILER™ eCOM MAILER™ 
bubble lined courier bag perfect mailing solution 


Polyair is constantly looking towards the future by 
creating and marketing innovative products that will meet 


the demands of the marketplace in years to come. 


Our success depends on our ability to produce and deliver high quality products that fit with 
the daily needs of people and businesses. Recognizing those needs, and how our products 
can best be applied, is a Polyair strength. 

This year, for example, the rapid growth of the Internet has created great opportunity. Every 
on-line order for packaged goods creates a need for fulfillment. That means an increase in 
deliveries, and a huge increase in the need for specialized packaging. Our eCom Mailers and 
Air Pillow System are meeting these needs — and should generate substantial new growth for 
us. We are taking a long-term view toward e-commerce which continues to have boundless 
potential notwithstanding cyclical trends and fluctuations in the stock market. 

Our Cantar Pool Division develops and delivers safety products such as pool fencing and 
safety covers to meet consumer's safety. The Cantar name has been synonymous with quality 
and innovation for over 30 years. We continue to add innovative products to our large and 
successful group of products, always looking for creative answers to our customer's needs. 

We believe continued advancement in pool safety will lead not only to growth in those 
products but ultimately in new pool installation too. 

Since 1996 we have focused our efforts on improving our manufacturing capabilities, adding 
innovative products, honing our management skills and increasing our capacity. Polyair's history 
has been one of continued growth to meet or anticipate consumer demand. Each expansion has 
led to our increased profitability. We see this as a good track record, and we continue to look for 


new opportunities. 
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Years ended October 31 
{in thousands of U.S. dollars) 
Operating Results 
Sales 
Earnings before interest, 
taxes, depreciation and 
amortization 
Operating profit 
Net income 
Cash provided by 
(used in) operations 


As at October 31 


{in thousands of U.S. dollars) 


Balance Sheet Data 
Working capital 
Total assets 
Long-term debt (including 
current portion) 
Due to shareholders 
Additions to plant 
and equipment 


2000 


104,964 


11,319 
7,284 
3,126 


1,165 


6,892 
52,214 


18,458 


6,830 


8,049 
49,205 


16,768 


7,228 


6,003 
41,697 


10,230 


6,135 


1996 


49,612 


3,383 
eave 
1,284 


3,768 


Management's Discussion and Analysis 


For the year ended October 31, 2000 compared to the fiscal year ended October 31, 1999 

As of the first quarter of fiscal 2000, the company began reporting results in United States dollars. The 
results for the prior fiscal years have been converted to United States dollars at the exchange rate in effect 
on October 31, 1999. 

Sales for the year ended October 31, 2000 were $105.0 million representing an increase of approxi- 
mately 26% or $21.6 million over the comparable period in 1999. The increase in net sales primarily 
reflects increased volumes and new product introductions. 

Sales of packaging products increased by 32% to $73.1 million, while sales of pool products increased 
13% to $31.9 million. The increase in packaging revenues was due primarily to increased unit sales in most 
packaging products, sales for the entire year from the PSC Moulding operation which was acquired in August 
1999, sales for the two month period from the recently acquired Accent Packaging Products and new prod- 
uct introductions. Poo! product revenues increased primarily due to higher volumes of most products. 

Operating earnings before interest, taxes and depreciation and amortization (EBITDA) increased 47% 
to $11.3 million from $7.7 million in 1999. 

Gross margin at 21.8% remained relatively constant compared to 21.7% in 1999. Our manufacturing 
overheads as a percentage of sales increased mainly due to higher depreciation expense. 

Selling and general and administrative expenses as a percentage of sales decreased to 14.9% in 2000 
from 15.6% in fiscal 1999. 

Operating profit increased to $7.3 million from $5.1 million in 1999. This was due primarily to the increase 
in sales volumes and new product introductions. 

Interest on long term debt increased as a result of increased borrowings related to acquisitions and 
capital expenditures made during the current year and higher interest rates for the floating rate portions 
of our long term debt. Other interest expense increased due to higher average borrowings under our 


working capital line and higher interest rates. 


DURABUBBLE™ ROLLS STARFOAM™ ROLLS 
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SECUR-A-POOL® ABOVE GROUND SOLAR FOLDER 
safety cover system solar blanket 


For the year ended October 31, 1999 compared to the fiscal year ended October 31, 1998 

Sales for the year ended October 31, 1999 were $83.4 million representing an increase of approximately 21% 
or $14.4 million over the comparable period in 1998. The increase in net sales primarily reflects increased unit 
volumes in both the packaging and pool sectors. 

Sales of packaging products increased by 29% to $55.2 million, while sales of pool products increased 
8% to $28.2 million. The increase in packaging revenues was due primarily to increased unit sales in most 
packaging products, our entire year of sales from the Kentucky operation which was acquired in September 
1998 and the sales for the three month period from the recently acquired PSC Moulding operation. Pool 
product revenues increased primarily due to higher unit volumes of most products. 

Operating earnings before interest, taxes and depreciation and amortization (EBITDA) increased 45% 
to $7.7 million from $5.3 million in 1998. 

Gross margin improved to 21.7% from 19.5% in the 1998 period. The improved gross margin is a result 
of increased unit volumes in most products, favorable product mix, savings in material costs as a percentage 
of sales due to vertical integration and an increase in high value product selection as a result of the acquisi- 
tion of our Kentucky facility in 1998. 

Operating profit increased to $5.1 million from $3.1 million in 1998. This was due primarily to the increase 
in sales volumes, favorable product mix and cost savings from further vertical integration. 

Interest on long term debt increased as a result of loans assumed from the acquisition of the Kentucky 
operation in September 1998 and as a result of obtaining term loans for capital expenditures that had been 
previously financed from our operating line. Other interest expense decreased as a result of obtaining term 


loans which were used to reduce our operating line borrowings and due to lower levels of working capital 


employed during the year. 


Liquidity and Capital Resources 

October 31, 2000 

The company’s principal sources of liquidity are cash on hand, unused borrowing capacity under existing 
lines of credit and cash flow from operations. 

During the year, the company renegotiated its credit facility to increase the aggregate borrowing capacity 
to USD $36.0 million. At year end the company had unused available borrowing capacity of approximately 
USD $8.0 million. 

Accounts receivable increased by $4.6 million over the October 1999 level. The year over year increase is due 
to higher sales volumes. Days sales outstanding increased marginally to 48 days compared to 47 days in 1999. 

Inventories at $13.2 million at October 2000 increased $3.8 million from October 1999. Total inventory 
turnover decreased to 6.0 times in 2000 from 7.0 times in 1999. 

Cash provided by operations before changes in working capital increased to $7.8 million from $5.4 million 
in 1999 and investment in working capital increased $6.6 million during the year. 

The investment in working capital was largely financed by an increase in borrowings on the Company's 
working capital bank lines. Total investment of $12.9 million in new equipment and acquisitions was financed 


by operating cash flow, $5.3 million in net increase in long term debt, and available cash balances. 


Risks and Uncertainties 

Effective November 1, 1999, the Company adopted the U.S. dollar as the reporting currency for its operat- 
ing results. The company’s sales revenues are generated primarily in the United States in U.S. dollars. The 
Canadian dollar is the functional currency of the Company's Canadian operations. Income statement results 
are translated using the average rate of exchange for the year and all assets and liabilities are translated at 
the year end exchange rate. 

The Company purchases goods and services in both functional currencies. To reduce its exposure to 
exchange rate fluctuations, the Company may hedge its currency risk based on management's view of cur- 
rency trends, estimated currency requirements and consultation with the Company's financial advisors. 

Demand and pricing for certain of the Company's protective packaging and pool accessory products are 
cyclical in nature and are subject to general economic conditions that affect the market demand. Adverse 
spring weather may affect pool product sales volumes. The company seeks to manage these risks through 
regional expansion and product line diversification in the major markets of the U.S. and with new product 
introductions and innovations. 

The Company is subject to a wide range of environmental laws and regulations in Canada and the United 
States pertaining to the discharge of materials into the environment, the handling and disposal of wastes 
and otherwise relating to protection of the environment. Although all facilities are in compliance with regu- 
latory standards, there can be no assurance that changes in environmental laws and regulations, or their 


application, will not require further expenditures by the Company. 
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Auditors’ Report to the Shareholders 


We have audited the consolidated balance sheets of Polyair Inter Pack Inc. as at October 31, 2000 and 1999 
and the consolidated statements of income and retained earnings and cash flows for each of the years in 
the three-year period ended October 31, 2000. These financial statements are the responsibility of the 
Company's management. Our responsibility is to express an opinion on these financial statements based 
on our audits. 

With respect to the consolidated financial statements for the year ended October 31, 2000, we con- 
ducted our audit in accordance with Canadian generally accepted auditing standards and United States 
generally accepted auditing standards. With respect to the consolidated financial statements for each of 
the years in the two-year period ended October 31, 1999, we conducted our audits in accordance with 
Canadian generally accepted auditing standards. Those standards require that we plan and perform an 
audit to obtain reasonable assurance whether the financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the finan- 
cial statements. An audit also includes assessing the accounting principles used and significant estimates 
made by management, as well as evaluating the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Company as at October 31, 2000 and 1999 and the results of its operations and its cash flows 
for each of the years in the three-year period ended October 31, 2000 in accordance with Canadian gen- 
erally accepted accounting principles. 

Canadian generally accepted accounting principles vary in certain significant respects from accounting 
principles generally accepted in the United States. Application of accounting principles generally accepted 
in the United States would have affected results of operations for each of the years in the three-year period 
ended October 31, 2000 and shareholders’ equity as at October 31, 2000 and 1999 to the extent summa- 


rized in note 16 to the consolidated financial statements. 


King 20 
1 Sissi 


Chartered Accountants 
Toronto, Canada 
January 18, 2001 


Consolidated Balance Sheets 


October 31, 2000 and 1999 2000 1999 
(in thousands of U.S. dollars) = ita — = = $ se $ 
Assets 


Current assets: 


Cash and cash equivalents a OZ 2,459 
Accounts receivable, net of allowance for doubtful accounts 16,820 12,209 
Income taxes receivable 757 - 
Inventory (note 3) 13,160 O385 
Prepaid expenses and other 616 Soil 
Future income tax assets 475 15 
32,930 24,549 

Capital assets, net (note 4) 33,825 25,585 
Future income tax assets 589 aa 
Other assets, net (note 5) 1,185 1,169 
68,529 52,214 


Liabilities and Shareholders’ Equity 


Current liabilities: 


Bank indebtedness (note 6) 7 be¥ 1,256 
Accounts payable 11,780 10,500 
Accrued liabilities 4,035 Dh 
Income taxes payable 494 236 
Current portion of long-term debt (note 7) 3,438 2,734 
26,878 17,657 

Long-term debt (note 7) 20,285 15,724 
Future income tax liabilities 2,336 e730 
Minority interest - 10 


Shareholders’ equity: 


Capital stock (note 8) 10,376 10,672 
Retained earnings 8,780 6,067 
Cumulative translation adjustment (126) 354 
19,030 17,093 
68,529 52,214 


See accompanying notes to consolidated financial statements. 


On behalf of the Board: 


Aly Wn i Ooh 


Henry Schnurbach Daniel S. Tamkin 


Director Director 
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Consolidated Statements of Income and Retained Earnings 


Years ended October 31, 2000, 1999 and 1998 2000 1999 1998 
dnahoesands of U.S, dollars) oe * : 7 ay 7 $ : ) $ 
Sales 104,964 83,431 68,985 
Cost of sales 82,058 65,297 55,509 
Gross profit 22,906 18,134 13,476 
Expenses: 
Selling 8,664 TR295 5,830 
General and administrative 6,958 5,708 4,494 
15,622 13,003 10,324 
Operating profit 7,284 By leah 3,152 
Interest expense, net (note 7) 2,024 1,363 1,128 
Income before minority interest and income taxes 5,260 3,768 2,024 
Minority interest 10 (10) - 
Income taxes (note 9): 
Current 1,496 990 90 
Future 648 403 483 
2,144 1 ows} 573 
Net income S26 2,365 1,451 
Retained earnings, beginning of year 6,067 3,864 2,418 
Purchase of treasury stock (note 8) (413) (162) (5) 
Retained earnings, end of year 8,780 6,067 3,864 
Earnings per share (note 10): 
Basic 0.48 0.35 0.21 
Diluted 0.48 0.35 Ori 
Weighted average number of shares outstanding: 
Basic 6,571,400 6,719,940 6,819,868 


See accompanying notes to consolidated financial statements. 


Consolidated Statements of Cash Flows 


Years ended October 31, 2000, 1999 and 1998 2000 1999 1998 
fiasco Ee et : $ § a $ 
Cash provided by (used in): 
Operating activities: 
Net income 3,126 2569 1,451 
Items which do not involve cash: 
Depreciation and amortization 4,035 2,579 2,183 
Future income taxes 648 403 483 
Minority interest (10) 10 = 
7,799 Sy lay/ 4,117 
Change in non-cash working capital: 
Accounts receivable (4,727) (1,246) 822 
Inventory (3,730) 203 399 
Prepaid expenses and other (276) 37 254 
Accounts payable and accrued liabilities 2,618 2,841 1,420 
Income taxes payable (519) 971 (1,144) 
1,165 8,163 5,868 
Financing activities: 
Increase in long-term debt 8,200 5,027 PAH 
Decrease in long-term debt (2,867) (3,431) (1,329) 
Increase (decrease) in bank indebtedness 5,894 (4,539) (3,889) 
Purchase of treasury stock (note 8) (709) (370) (13) 
10,518 (3,313) (2,514) 
Investing activities: 
Purchase and deposits on building and equipment (7,313) (6,203) (2,986) 
Acquisitions, net of cash acquired (note 2) (5,438) (607) (1,103) 
Other (181) (52) (67) 
(12,932) (6,862) (4,156) 
Effect of foreign currency translation on cash balances (108) (312) 181 
Decrease in cash and cash equivalents (1,357) (2,324) (621) 
Cash and cash equivalents, beginning of year 2,459 4,783 5,404 
Cash and cash equivalents, end of year 1,102 2,459 4,783 
Supplemental cash flow information: 
Interest paid 1,950 1,390 1,203 
Income taxes paid, net of refunds 1,964 141 1,286 


See accompanying notes to consolidated financial statements. 
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Notes to Consolidated Financial Statements 


Polyair Inter Pack Inc. (the “Company”) manufactures and markets packaging and pool products to distributors located pri- 
marily in North America. The majority of the Company's sales are to customers in the United States from operations in the 
United States. The Company was incorporated on December 4, 1995 in Ontario, Canada, to facilitate an Initial Public 
Offering of common stock which was completed on February 22, 1996. Immediately prior to the closing of the offering on 
February 22, 1996, a reorganization was effected, whereby the Company became the parent company of Cantar/Polyair 
Inc. The reorganization was accounted for at book value by the continuity of interests method as the various entities that 
were part of the reorganization were under common control. As part of the reorganization, the Board of Directors approved 
an elimination of the deficit at February 22, 1996 against share capital. 

The accompanying consolidated financial statements include the accounts of the Company's wholly owned subsidiaries, 
Cantar/Polyair Inc., Cantar/Polyair Corporation, Cantar/Polyair Canada Limited, Performa Corp., C/P International Corp. Inc., 
Cantar/Polyair of Illinois Inc. and from the dates of acquisition, Mabex Universal Corp. and PSC Moulding Corporation (76% 
owned) (note 2). All significant intercompany accounts and transactions have been eliminated on consolidation. 


1. Significant accounting policies: 


The consolidated financial statements of the Company have been prepared by management in accordance with account- 
ing principles generally accepted in Canada and, except as described in note 16, conform in all material respects with 
accounting principles generally accepted in the United States and practices prescribed by the United States Securities and 
Exchange Commission. 


(a) Change in reporting currency: 
The Company previously reported its consolidated financial statements in Canadian dollars. As a result of the Company’s 
rapid growth across the United States, together with its listing on the American Stock Exchange, the Company adopted 
the U.S. dollar as the reporting currency for preparation of its consolidated financial statements effective November 1, 
1999. Comparative figures previously reported have been translated into U.S. dollars at the exchange rate in effect on 
October 31, 1999. 

The U.S. dollar is the functional currency of the Company’s United States operations. The Canadian dollar is the func- 
tional currency of the Company's Canadian operations, which are translated into U.S. dollars using the current rate 
method. Under this method, all assets and liabilities are translated at the year-end rate of exchange and all revenue and 
expense items are translated at the average rate of exchange for the year. Exchange rate differences arising on trans- 
lation are deferred as a separate component of shareholders’ equity. 


(b) Change in accounting policy: 
Effective November 1, 1999, the Company has adopted the new CICA Handbook recommendations relating to earnings 
per share (note 10). 


(c) Measurement uncertainty: 
The preparation of financial statements in conformity with generally accepted accounting principles requires manage- 
ment to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of con- 
tingent assets and liabilities at the date of the financial statements and the reported amounts of revenue and expenses 
during the year. Actual results could differ from those estimates. 


(d) Revenue recognition: 


Revenue from product sales is recognized when title passes to the customer, after making appropriate provision for 
sales returns and credit memos issued. 


(e) Cash and cash equivalents: 
The Company considers all highly liquid financial instruments with maturity of three months or less at acquisition to be 
cash equivalents. 

(f) Inventory: 


Inventory is stated at the lower of cost, determined by the first-in, first-out method, and net realizable value. 


(g) Capital assets: 


Capital assets are recorded at cost, including, for major projects, interest capitalized during the construction period. 
Depreciation is recorded once assets are in use and is calculated using the straight-line method at annual rates designed 
to amortize the cost over their estimated useful lives as follows: 


Buildings 212% 
Machinery and equipment 10% — 50% 
Furniture and fixtures 20% 
Computer equipment 33% 
Leasehold improvements Over term of lease plus first renewal term 


Maintenance and repairs are charged to operations as incurred; significant improvements are capitalized. 


(h) Patent, trademarks and license agreement: 
Patent, trademarks and license agreement are stated at cost, net of accumulated amortization. Amortization is provided 
over the economic useful lives of the intangible assets using the straight-line method. 


(i) Deferred financing costs: 
Deferred financing costs are amortized over the term of the related financing. 


(j) Goodwill: 
Goodwill is amortized on a straight-line basis over 10 years. The Company periodically evaluates permanent impairment 
of goodwill by reference to expected undiscounted operating cash flow of the respective entities. 


(k) Financial instruments: 
The Company, in the normal course of business, enters into forward exchange contracts, swaps and options to manage 
foreign currency exposures. Gains and losses on these financial instruments are recognized in the same year as the 
underlying exposure being hedged. 


(I) Income taxes: 
The Company follows the asset and liability method of accounting for income taxes. Under the asset and liability 
method of accounting for income taxes, future tax assets and liabilities are recognized for future tax consequences 
attributable to differences between the financial statement carrying value and tax basis of assets and liabilities. 
Future tax assets and liabilities are measured using substantially enacted tax rates expected to apply to taxable 
income in the years in which those temporary differences are expected to be recovered or settled. The effect on future 
tax assets and liabilities of a change in tax rates is recognized in income in the year that the rate changes. 


(m) Stock-based compensation plan: 
The Company has a stock-based compensation plan, which is described in note 8. No compensation expense is recog- 
nized for this plan when stock or stock options are issued to employees. Any consideration paid by employees on exer- 
cise of stock options or purchase of stock is credited to share capital. 


(n) Comparative figures: 
Certain comparative figures have been reclassified to conform with the financial statement presentation adopted in the 
current year. 


2. Acquisitions: 


(a) Effective August 23, 2000, the Company acquired substantially all of the assets of Accent Packaging (“Accent”), a division 
of Century Products Inc., and certain assets of Beco Building Products Inc. (“Beco”). Accent, a regional manufacturer of a 
specialized line of packaging products, including bubble mailers, and bubble and reflective insulation, has facilities in 
Atlanta, Georgia and Malden, Massachusetts. Beco is a supplier of specialized building materials and services to com- 
mercial users. The total consideration for the assets purchased was cash of $5.4 million including acquisition costs. The 
results of operations have been consolidated from the date of acquisition. The purchases are accounted for using the pur- 
chase method and the purchase cost was allocated to the fair value of the net assets acquired as follows: 


$ 

Inventory 260 
Capital assets SS 
5,438 
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(b) Effective July 31, 1999, the Company acquired a 76% interest in PSC Moulding Corporation (“PSC”), an Ontario-based 


manufacturer and marketer of polystyrene moulded products with applications in packaging and construction products, 
for cash consideration of $607,000. The results of operations have been consolidated from the date of acquisition. The 
acquisition is considered a related party transaction for accounting purposes. A director and significant shareholder of 
the Company was a director of the vendor of PSC. The acquisition is accounted for by the purchase method, and the 
purchase cost was allocated to the fair value of the net assets acquired as follows: 


$ 

Current assets 602 
Capital assets 627 
Goodwill 618 
1,847 

Current liabilities assumed (239) 
Long-term liabilities assumed (960) 
Future income tax liabilities (41) 
(1,240) 


Net purchase cost 607 


The goodwill of $0.6 million represents the excess of the purchase cost over the estimated fair value of net assets 
acquired and is being amortized on a straight-line basis over its estimated useful life of 10 years. 

PSC is subject to a 10-year Management Agreement at an annual management fee of $140,000 and the Company's 
shares of PSC have been pledged as collateral security under this Management Agreement. 


Effective August 31, 1998, the Company acquired the shares of Mabex Universal Corp. (“Mabex”) for a total cash pur- 
chase cost of approximately $2.1 million, including transaction costs. Concurrently, the Company disposed of certain 
net assets of a Mexican subsidiary of Mabex for net cash proceeds of $220,000. No gain or loss was recorded on the 
disposal of these net assets. 

The acquisition was accounted for by the purchase method and the purchase cost was allocated to the fair value of 
the net assets acquired as follows: 


$ 

Cash 864 

Other current assets 2,432 

Capital assets 4,241 

Other assets 124 

7,661 

Current liabilities assumed (1,320) 

Long-term liabilities assumed (4,374) 

(5,694) 

Net purchase cost 1,967 
Inventory: 

2000 1999 

$ $ 

Raw materials 8,765 5,840 

Finished goods 4,395 3,495 

13,160 9,335 


Capital assets: 


2000 1999 
Accumulated Net book Net book 
Cost depreciation value value 
$ $ $ $ 
Land 132 - 132 Igy 
Buildings 7,893 584 7,309 7,479 
Machinery and equipment 33,926 10,805 23720 15,384 
Furniture and fixtures 890 544 346 SoZ 
Computer equipment 2,341 1,347 994 766 
Leasehold improvements 2,014 22 1,092 963 
Construction in progress 831 - 831 509 
48,027 14,202 33,825 25,585 

Other assets: 
2000 1999 
Accumulated Net book Net book 
Cost amortization value value 
$ $ $ $ 
Patent, trademarks and licence agreement 382 116 266 187 
Deferred financing costs 766 400 366 379 
Goodwill 650 97 553 603 
1,798 613 1,185 1,169 


Bank indebtedness: 


The Company has a total line of credit of approximately $36.0 million, of which $16.0 million is for working capital with 
availability determined monthly based on eligible accounts receivable and inventory. At October 31, 2000, there is an 
unused available working capital line of credit of approximately $8.0 million. A total of $20.0 million is available for 
capital expenditures, acquisitions and new business opportunities, of which $11.8 million has been used as a term loan 
and $8.2 million has been used as a letter of credit to support debt facilities. The letter of credit is subject to a fee of 
1.0% per annum. The line is reviewed and renewed annually and is subject to an unused credit facility fee of 0.125% 


per annum on the undrawn balance. 


2000 1999 
$ $ 
$11,000,000 credit facility, interest payable 
at U.S. prime plus 0.5% or LIBOR plus 2.25% 4,613 789 
$5,000,000 USD in Canadian dollar equivalent credit 
facility, interest payable at Canadian prime 2,518 467 
Tl 1,256 
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7. Long-term debt: 


2000 1999 
$ $ 
Term loan, repayable by monthly principal payments 
of $99,500 plus interest at prime plus 0.5%, due 2006 6,518 3,870 
Term loan, principal repayable over 60 months, 
with monthly interest at prime plus 2% 5,000 - 


Debenture loan, bearing interest at 6.5% per annum, 
maturing April 1, 2005 4,000 4,000 


Debenture loan, repayable by quarterly sinking fund installments. 
The rate of interest is floating, based on the rates prevalent 
for the highest rated short-term, U.S. federally tax-exempt 
obligations, maturing June 1, 2016. 2,988 3,070 


Loan, repayable by monthly blended principal and 
interest installments of $20,527, bearing interest 
at 3%, maturing January 2006 NGS 1,402 


Note payable, bearing interest at 6.5% per annum, 
maturing July 31, 2000 - 937 


Loan, repayable by monthly blended principal and 
interest installments of $14,075, bearing interest 
at 3%, maturing March 2007 984 WA 


Canadian dollar-denominated term loan, repayable 
by monthly principal installments of Cdn. $20,250 plus 
interest at prime plus 1%, maturing October 30, 2006 953 Se 


Loan, repayable by monthly blended principal and 
interest installments of $12,903, bearing interest 
at 3%, maturing June 2007 933 1,059 


Debenture loan, repayable by quarterly sinking fund 
installments. The rate of interest is floating, based 
on the rates prevalent for the highest rated short-term, 
U.S. federally tax-exempt obligations, maturing 
September 2003. 442 593 


Term loan, repayable by monthly blended principal and 
interest installments of $17,012, bearing interest at 
7.756%, due April 2002 276 462 


Note payable, repayable in quarterly blended 
principal and interest installments of $16,942, 
bearing interest at 12%, maturing October 31, 2005 256 290 


Term loan, repayable by monthly blended principal and 
interest installments of $14,939, bearing interest at 
7.756% per annum, due August 2001 137 305 


Loan, repayable by monthly blended principal 
and interest installments of $1,640, bearing interest 
at 6%, maturing February 1, 2003 41 58 


Canadian dollar-denominated term loan, repayable by 
quarterly principal payments of Cdn. $89,969, bearing 


interest at 14%, due April 2000 - 134 
23,723 18,458 

Less current portion 3,438 2,734 
20,285 ye 


————— eee ee ee ee 


Certain of the loans are guaranteed by a bank letter of credit. The line of credit and the loan agreements are secured 
by substantially all the assets of the Company and contain various restrictive covenants relating to, among other things, 
minimum levels of tangible net worth and net income, limitations of indebtedness and building and equipment pur- 
chases, and various other items. 


Sa es. 2000 1999 1998 
$ $ $ 
Interest expense on long-term debt 1,243 931 550 
Other interest expense 850 590 707 
Interest income (69) (158) (129) 
2,024 1,363 1,128 
Aggregate maturities on long-term debt are as follows: 
$ 
2001 3,438 
2002 3,764 
2003 3,677 
2004 4,061 
2005 5,098 
Thereafter 3,685 
2eWi23 
Capital stock: 
Authorized: 
Unlimited common shares 
Issued: 
2000 1999 
Shares $ Amount Shares $ Amount 
Outstanding, beginning of year 6,685,400 10,672 6,815,000 10,880 
Shares repurchased for cancellation (183,300) (296) (129,600) (208) 
Outstanding, end of year 6,502,100 10,376 6,685,400 10,672 


During the year, the Company repurchased for cancellation 183,300 (1999 — 129,600) common shares pursuant to a 
Normal Course Issuer bid at an average cost of $3.87 (1999 — $2.85) per share. The excess of the purchase cost over 
the book value of the shares was charged to retained earnings. 


Stock options: 

The Board of Directors may, at its discretion, grant options to purchase shares which vest over a period of seven years, to 
directors, officers or full-time salaried employees of the Company. One-seventh of the options are exercisable on the date 
of grant, with the balance vesting one-seventh on each of the next six anniversary dates. All options expire seven years 
from the date of grant. Under the plan 941,000 options are issuable. At year end, the weighted average remaining con- 
tractual life of the options is 2.7 years (1999 — 3.6 years) and 609,443 (1999 — 409,000) options are exercisable at $6.00. 


Options Average exercise price 
($ 000's) (Cdn. $ per share) 
: _ 2000 at 1999 1998 : 2000 aa 1999 1998 
Outstanding, beginning of year 841 820 825 6.00 6.00 6.00 
Granted 36 21 7 6.00 6.00 6.00 
Cancelled (5) - (12) (6.00) = (6.00) 
Outstanding, end of year 872 841 820 6.00 6.00 6.00 
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9. Income taxes: 


2000 1999 1998 
$ $ $ 
Current income taxes: 

U.S. federal 977 437 5 
U.S. state 407 47 18 
Canada 112 506 67 
1,496 990 90 

Future income tax expense: 
U.S. federal 392 148 80 
U.S. state 85 34 5 
Canada 7A. 221 388 
648 403 483 
2,144 pos 573 


re ———————— 


The Company's income tax expense differs from the amount that would have resulted by applying Canadian statutory 
tax rates of approximately 44.1% (1999 and 1998 — 44.6%) to earnings as described below: 


2000 1999 1998 
$ $ $ 

Income tax expense calculated using 
statutory tax rates 2,320 1,681 903 
Non-deductible expenses 110 44 82 
Manufacturing and processing profits deduction (25) (82) (56) 
Foreign earnings subject to different tax rates (263) (125) (263) 
Revaluation of benefit of loss carryforwards 342 - - 
Future tax benefits previously unrecognized (120) - - 
Reduction in valuation allowance (286) (201) - 
Other 66 76 (93) 
2,144 |, O78 py 


A summary of the principal components of future tax liabilities calculated in accordance with Canadian accounting prin- 
ciples at October 31 is as follows: 


2000 WO? 
$ $ 
Non-current future tax liabilities: 
Capital assets (2,336) (1,730) 
Current future tax assets: 
Inventory 311 146 
Accounts receivable 113 12 
Corporate minimum tax credit 18 - 
Accrued liabilities 33 37 
475 195 
Non-current future tax assets: 
Deferred financing costs 8 110 
Non-capital loss carryforwards 559 876 
Capital loss carryforwards 28 12 
Corporate minimum tax credit 114 319 
Valuation allowance (120) (406) 
589 911 
1,064 1,106 


Net future tax liabilities (1,272) (624) 


alle 


WP, 


One of the Company's U.S. subsidiaries has non-capital loss carryforwards of $1,277,267, of which approximately 
$106,000 expires in each year from 2001 to 2012. The Company’s Canadian subsidiaries have corporate minimum tax 
credits of approximately $71,000 and capital loss carryforwards of approximately $89,000 for which no future income 


tax assets have been recognized. 


. Earnings per share: 


Years ended October 31, 


2000 1999 1998 

Per share Per share Per share 

Income Shares amount Income Shares amount Income Shares amount 
$ $ $ 


Basic earnings per share: 
Income available 
to common 


shareholders 3,126 6,571,400 0.48 


2,365 6,719,940 O35 


1,451 6,819,868 0.21 


Effect of dilutive securities: 


Options - - - 


Diluted earnings per share: 
Income available to 
common shareholders 
plus assumed 


conversions 3,126 6,571,400 0.48 


2,365 6,719,940 0.35 


1,451 6,819,868 0.21 


Options to purchase 896,700 (1999 — 841,200; 1998 — 820,200) common shares at Cdn. $6.00 per share were outstand- 
ing as at October 31, 2000 but were not included in the computation of diluted earnings per share for that year because 
the options’ exercise price was greater than the average market price of the common shares during the year. 


The Company elected to adopt early the new CICA Handbook recommendations relating to earnings per share. The 


change in accounting policy has been applied retroactively. Consequently, the earnings per share figures for prior years 


have been restated to conform to the requirements of the new standard. As a result of this change in accounting policy, 


diluted earnings per share for the year ended October 31, 1999 increased by $0.01. There was no impact on the diluted 


earnings per share for the year ended October 31, 1998 as a result of the adoption of this new standard. 


Commitments: 


The Company leases office and warehousing facilities under operating leases. Rental expenses for all operating leases 
for the year totalled $1,866,668 (1999 — $1,144,005; 1998 — $999,167). 


Future minimum rental payments to be made for all non-cancellable operating leases are as follows: 


$ 

2001 NA 
2002 1,996 
2003 15x 
2004 1,256 
2005 629 
US) 


Related party transactions: 


The Company is party to certain agreements and transactions in the normal course of business with shareholders and 
companies related by common ownership. Significant related party transactions not disclosed elsewhere include rent 
of $173,852 (1999 — $167,019; 1998 — $211,085), which is recorded at the amount agreed to by the parties. 
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f3: 


Contingencies: 
The Company is involved in various legal proceedings normally incident to its business which, in the opinion of man- 
agement, will not have a material impact upon the financial position of the Company. 

A former shareholder has filed a claim against the Company for breach of contract and related claims in connection 
with a consulting agreement. In the opinion of management, the claims are without merit and will not have a material 


impact upon the financial position of the Company. 


. Financial instruments: 


The fair values of the Company's financial assets and liabilities approximate their carrying values, based principally on 
short terms to maturities and interest rates offered to the Company for debt with similar terms and conditions. 

The Company uses derivative financial instruments, including swaps, forward contracts and options to manage its 
foreign currency exposures. At October 31, 2000, the Company had no outstanding commitments. 


. Segmented information: 


The Company manufactures and markets packaging and pool products. The Company operates in the United States 
and Canada. 
By geographic region: 


2000 1999 1998 
$ $ $ 

Sales: 
United States 89,131 TA ae 59,620 
Canada 15,833 VAL KD 9,365 
104,964 83,431 68,985 


———————————————— 


Capital assets and goodwill: 


United States 25,883 IO" - 
Canada ale > 5,496 - 
Corporate 1,370 1,081 - 

34,378 26,188 - 


a 


By operating segment: 


2000 1999 1998 
$ $ $ 
Sales: 
Packaging products 73,114 55,240 42,980 
Pool products 31,850 2891 26,005 
104,964 83,431 68,985 
Depreciation and amortization: 
Packaging products 2,938 1,612 UplZss 
Pool products 549 564 653 
Corporate 548 403 300 
4,035 ZL 2,183 
Operating profit: 
Packaging products 10,121 7,994 5,899 
Pool products 1,109 588 3 
Corporate (3,946) (3,451) (2,750) 
7,284 5 Sil Shlo2 
Total assets: 
Packaging products 45,384 31,417 26,868 
Pool products 18,027 15,088 15,696 
Corporate 5,118 5,709 6,641 
68,529 52,214 49,205 
Capital expenditures: 
Packaging products 10,539 5,551 5,900 
Pool products 1,473 ~ 805 1,089 
Corporate 479 474 239 


16. Generally accepted accounting principles in Canada and the United States: 


a 


a 


The consolidated financial statements have been prepared in accordance with generally accepted accounting principles 
(“GAAP”) in Canada, which differ in certain material respects from the principles and practices that the Company would 
have followed had its consolidated financial statements been prepared in accordance with accounting principles and 
practices generally accepted in the United States. 


Change in reporting currency: 

Under United States accounting principles, when a change in reporting currency occurs, the new reporting currency 
should be used to retroactively restate all prior periods for which financial information is presented based on exchange 
rates in effect in those prior periods. The application of United States accounting principles with respect to a change 
in reporting currency would not have a material impact on reported earnings for any of the periods presented, or on 
total shareholders’ equity. 


Stock-based compensation plans: 

United States accounting principles allow, but do not require companies to record compensation cost for stock option 
plans at fair value. The Company has chosen to continue to account for stock options using the intrinsic value method as 
permitted under Canadian and United States accounting principles. The United States pronouncement does, however, 
require the disclosure of pro forma earnings and earnings per share information as if the Company had accounted for its 
employee stock options under the fair value method. Accordingly, the fair value of these options has been estimated at 
the date of grant using a Black-Scholes option pricing model with the following assumptions: 


Assumptions 


Risk-free Weighted 
Expected interest average Expected Vesting 
volatility rate fair value life period Dividend 
Options granted: 
1998 60% 5.00% $1.40 3 7 - 
1999 60% 6.00% 2.69 7/ 7 - 
2000 80% 6.50% 5.38 i, 7 - 
2000 1999 1998 
$ $ $ 
Net income — U.S. GAAP 3,126 2,365 1451 
Compensation cost 275 258 256 
Pro forma net income — U.S. GAAP 2,851 PAOW/ 19s 
Basic and diluted earnings 
per share — U.S. GAAP 0.48 0.35 0.21 
Pro forma basic and diluted 
earnings per share 0.43 Oi 0.18 


Comprehensive income: 

In applying SFAS No. 130, “Reporting Comprehensive Income,” net income would be decreased by $480,000 (1999 - 
increased by $426,000; 1998 — reduced by $767,000) for other comprehensive income, which resulted from foreign cur- 
rency translation adjustments. The total comprehensive net income for the year would be $2,646,000 (1999 — $2,791,000; 
1998 — $684,000). 


Other recent accounting pronouncements: 

In June 1998, the FASB issued SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities.” SFAS 
No. 133 establishes methods of accounting for derivative financial instruments and hedging activities related to those 
instruments, as well as other hedging activities. The Company will be required to implement SFAS No. 133 for its fiscal 
year ending October 31, 2001. The Company does not believe that the adoption of SFAS No. 133 will have a material 
impact on its reported financial position, results of operations or cash flows for any of the years presented. 


In December 1999, the Securities and Exchange Commission issued Staff Accounting Bulletin 101 (“SAB 101”). SAB 101 
summarizes certain areas of the Staff's views in applying U.S. GAAP to revenue recognition in financial statements. SAB 
101 is effective December 15, 2000. Management does not expect the application of SAB 101 to have a material impact 
on the consolidated financial position or results of operations of the Company. 
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